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A “tax-exempt organization” is a unique entity that is almost always a nonprofit organiza-
tion.  However, a nonprofit organization cannot be exempt from California income or franchise tax
until the organization applies for and the Franchise Tax Board issues a determination of exemption.   An
Exemption Application (form FTB 3500) is used  to apply for exemption from California income or franchise tax.

Exempt Organizations Are Unique

Exempt Organizations
“Nonprofit doesn’t mean tax exempt”

• Business Leagues

• Cemeteries

• Chambers of Commerce

• Charitable Organizations

• Churches

• Civic Leagues

• Credit Unions

• Educational Organizations

• Employee Associations

• Fraternal Societies

• Homeowners’ Associations

• Labor Unions

• Literary

   Organizations

• Recreational Organizations

• Religious Organizations

• Schools

• Scientific Organizations

• Social Clubs

• Veterans’ Organizations

• Voluntary Employee Beneficiary

   Associations

E x a m p l e s

C a l i f o r n i a  F r a n c h i s e  T a x  B o a r d
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Exempt Organizations Are Unique
A “tax-exempt organization” is a unique entity that is almost always a
nonprofit organization.  However, a nonprofit organization cannot be
exempt from California income or franchise tax until the
organization applies for and the Franchise Tax Board (FTB) issues a
determination of exemption.  The Exemption Application (form FTB
3500) is used to apply for exemption from California income or
franchise tax.

Exempt vs Nonprofit
A tax-exempt entity is one which has applied for and received a
determination letter from the FTB stating it is exempt from franchise
and income tax.

A nonprofit entity is characterized by how the organization is
created and does not have any shareholders or owners.

• A nonprofit corporation is incorporated through the office of the
Secretary of State under one of the following parts of the
Nonprofit Corporation Law:

⇒ Nonprofit Public Benefit Corporations.

⇒ Nonprofit Mutual Benefit Corporation.

⇒ Nonprofit Religious Corporations.

⇒ Corporations Sole.

• An unincorporated association is “nonprofit” if its creating
document contains nonprofit language.  A creating document
may be:

⇒ Articles of Association.

⇒ Bylaws.

⇒ Constitution.

⇒ Some other document that sets forth how the
organization will operate.

Confidentiality
The law requires FTB to treat tax-exempt organizations the same as
taxable corporations, which means business and financial matters, as
defined in Revenue and Taxation Code Section 19543, are not to be
disclosed to the public.

Exception:  Any information included in an exemption application is
public information once FTB grants exemption.  If FTB denies
exemption, this information remains confidential.

Note: Federal law regarding disclosure of information for tax exempt
organizations is not the same as California law.  Federal law allows
the disclosure of more information to the public.

Federal and State Exemption
Although most California tax exempt laws are patterned after the
Internal Revenue Code, obtaining state exemption is a separate
process from obtaining federal exemption.  Even if an organization
has obtained federal exemption, it must still submit an Exemption
Application to the FTB to obtain state tax exemption.  It is possible to
obtain state tax exemption prior to securing federal exempt status.

Note:  Failure to file a separate application and receive a
determination of exemption letter from the FTB will result in the
corporation, association, or trust being subject to regular California
income or franchise taxes. Unlike federal law under Internal Revenue
Code Section 508(c), California law does not provide an exception
from applying for exemption for churches or certain charities.

Information regarding federal exemption may be obtained by
contacting the Internal Revenue Service.  Some federal forms that
may be helpful include:

• Tax-Exempt Status for Your Organization (IRS Publication 557).

• Application for Recognition of Exemption Under Section
501(c)(3) of the Internal Revenue Code (Form 1023).

• Application for Recognition of Exemption Under Section 501(a)
of the Internal Revenue Code (Form 1024).

Federal and State Differences
California law differs from federal law in many ways with regard to
exempt organizations.  Major differences are:

• For California purposes, an organization is not exempt as a
homeowners’ association until it applies for and receives an
exemption determination letter from the FTB.  However, for
federal purposes, an election may be made using U.S. Income Tax
Return for Homeowners’ Associations (Federal Form 1120H).
Guidelines for Homeowners’ Associations (FTB Publication 1028)
provides detailed explanations and examples for associations
that are considering tax exemption or that are already exempt.

• Farm cooperatives are not allowed exemption from tax under
California law, but are allowed exemption under federal law.  For
rules regarding taxation of farm cooperatives, see Revenue and
Taxation Code Section 24404.

• California does not have a law section similar to the federal IRC
Section 501(c)(12), which exempts mutual ditch or irrigation
companies.  However, a mutual water company may apply for
exemption as a homeowners’ association.
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Incorporation as A Nonprofit Does Not Mean
Tax Exempt
If state exemption from franchise and income tax is desired, the
corporation must file an Exemption Application.  Incorporation under
the Nonprofit Corporation Law does not mean the organization is
exempt from California corporation taxes, regardless of the language
within the articles of incorporation or the status of the organization
for federal purposes.  The corporation must still file an Exemption
Application with the Franchise Tax Board to obtain exemption from
California income or franchise taxes.

Nonprofit Corporations Without State Exemption
Nonprofit corporations that do not obtain a California determination
of exemption are subject to the franchise tax the same as any taxable
corporation.  They will be required to file a Corporation Franchise or
Income Tax Return (Form 100) and pay at least the minimum
franchise tax each year until formally dissolved through the Office of
the Secretary of State.

Unincorporated Associations or Trusts
Unincorporated associations or trusts are not subject to the
minimum franchise tax.  However, if they wish to be exempt from
state income tax, such entities must file an Exemption Application.
Failure of an association or trust to obtain state exemption will result
in:

• The association being required to file a Corporation Franchise or
Income Tax Return and pay tax at the corporate income tax rate
on taxable income.  (It will not be subject to the minimum
franchise tax.)

• The trust being required to file a California Fiduciary Income Tax
Return (Form 541).  Tax will be calculated using trust income tax
rates on taxable income.

Filing Requirements
An organization that has been granted tax-exempt status by the FTB
may be required to file one or more of the following state returns:

• Exempt Organization Annual Information Return (Form 199)

• Exempt Organization Business Income Tax Return (Form 109)

• Corporation Franchise or Income Tax Return (Form 100)

Note:  California Exempt Organizations – Requirements for Filing
Returns and Paying Fees (FTB Publication 1068) provides more detail
than is given in this pamphlet on the various state filing
requirements.

Form 199:  Exempt Organization Annual Information Return
The requirement to file Form 199 is generally based upon the
“normal” amount of total gross receipts.  If gross receipts are
“normally” not more than $25,000, the organization is not required to
file.  If gross receipts are “normally” more than $25,000, the
organization is required to file Form 199.

Exception

Regardless of the total amount of their gross receipts:

1. Private foundations must file Form 199.

2. Churches, pension trusts, IRAs, political organizations, and
governmental entities are not required to file Form 199.

If in existence for Gross receipts and pledges equal

1 year or less $37,500

2 years $30,000 or less (average for the
current and preceding year)

3 years or more $25,000 or less (average for the
current and 2 immediately preceding
years)

Generally, a filing fee is due with the Form 199.  The fee is $10 if paid
by the due date or $25 if paid late – even if the return is filed on time.
Refer to FTB Publication 1068 for more detail on fees.

If the return is filed late, a late filing penalty of $5 per month (up to a
maximum of $40) will be assessed.  The late penalty is based on
when the return is filed regardless of when the fee was paid.

The return is due on the 15th day of the fifth month after the close of
the year.  If the year ends on December 31, the return is due on
May 15.

Form 109:  Exempt Organization Business Income Tax
Return
All tax-exempt organizations with income from unrelated business
activities are required to file Form 109 if that income exceeds $1,000.

Exceptions:

1. Homeowners’ associations and political organizations do
not file Form 109 if they have income that is taxable.  They
are required to file a Corporation Franchise or Income Tax
Return (Form 100).

2. Governmental entities are not required to file Form 109.
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The amount of tax due depends upon how the organization was
created.  If the organization is:

• A corporation or an unincorporated association, the tax is
calculated using the general corporation tax rate.

• A trust, the tax is calculated using the trust tax rate.

Organizations are subject to penalties and interest the same as any
taxable corporation.

The due date of the return depends upon how the organization was
created.  If the organization is:

• A corporation, an unincorporated association, or a trust other
than a pension trust or IRA, the due date is the 15th day of the fifth
month after the close of the year.  If the year ends on December
31, the due date is May 15.

• A pension trust or IRA, the due date is the 15th day of the fourth
month after the close of the year.  If the year ends on December
31, the due date is April 15.

Form 100: Corporation Franchise or Income Tax Return
Homeowners’ associations and political organizations with income
from non-exempt functions (e.g. interest income) file Form 100 if that
income exceeds $100.

Notes:
1. These organizations are not subject to the minimum tax.
2. Homeowners’ associations may also be required to file a

Form 199.

Tax is calculated using the general corporation tax rate.

The return is due on the 15th day of the third month after the close of
the year.  If the year ends on December 31, the return is due on
March 15.

Organizations are subject to the same penalties and interest as any
taxable corporation.

Exception:  Political organizations are not required to make
estimate payments and, therefore, are not subject to the estimate
penalty.

Group Exemption
A parent, state, district or like organization desiring exemption for its
California unincorporated subordinates may file a single Exemption
Application on their behalf.  However, the parent must first (or
simultaneously) file its own Exemption Application and receive a
determination letter from the FTB stating that it is exempt from
taxation.  The application for the group must include, among other
things, evidence that the subordinates agree to the application being
filed and that they are subject to the control of the parent.   See the
Instructions for Form FTB 3500 for detailed instructions in applying for
group exemption.

Note:  Group exemption is not to be confused with group filing.
They are separate and distinct from each other.  However, if
approval for both is desired, the parent may apply for both at the
same time.

Group Filing
A group return may be filed on Form 199 by a parent, state, district or
like organization for two or more local organizations, none of which
are private foundations.  However, approval to file a group return must
first be obtained from the Franchise Tax Board.  Some of the general
requirements for filing as a group are:

• Each organization to be included in the group must be exempt
from taxation as determined by the FTB.

• All subordinate organizations must be exempt from taxation
under the same section of law.

• All subordinate organizations must have the same accounting
period.

• Gross unrelated business income for a subordinate organization
cannot exceed $1,000 for the year.  If it does, that subordinate
must file its own return(s) separate from the group.

Note:  Group filing is not to be confused with group exemption.
They are separate and distinct from each other.  However,  if
approval for both is desired, the parent may apply for both at the
same time.

Political Organizations
A political organization, for tax purposes, includes a party, committee,
association or newsletter fund that is operated primarily to support or
oppose a candidate for a public office.  Political organizations are not
required to apply for exemption or file a Form 199.  However,  a
Form 100 is required if non-exempt function income exceeds $100.
The requirements are explained in Exempt Organizations – Guide for
Political Organizations (FTB Publication 1075).

Note:  The definition of a “political organization” for tax purposes
is much more restrictive than it is for purposes of the Fair Political
Practices Commission.  For example, organizations that support or
oppose propositions or ballot measures are not political
organizations for tax purposes while they are considered political
organizations for purposes of the Fair Political Practices
Commission.

Registry of Charitable Trusts
The Registry of Charitable Trusts (Registry) is a division of the
California Department of Justice.  Their responsibility is to ensure that
organizations that collect funds to be used for charitable purposes
are, in fact, using those funds for charitable purposes.

All such organizations must file a report (Form RRF-1) annually with
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the Registry.  If the Registry does not receive this form, the Registry
sends a letter to the FTB Exempt Organizations Section instructing FTB
to disallow the exempt status and assess the minimum tax for each
year the organization fails to file the report.  No penalties are assessed
with the minimum tax.  However, interest does accrue on it until the
liability is fully paid.  This tax may not be canceled unless the Registry
instructs FTB to do so.

Dissolution
In order to dissolve a tax-exempt corporation, a clearance from taxes
due must be obtained from the FTB.  A Request for Tax Clearance –
Exempt Organizations (form FTB 3555A), along with the documents
required by the Secretary of State, should be submitted to the Office
of the Secretary of State for approval.  The Secretary of State forwards
the tax clearance request to the FTB to issue a Tax Clearance
Certificate.  If the corporation has not filed all required returns and
paid all of its liabilities, the FTB will advise the corporation of what it
must do before the FTB will issue a tax clearance certificate. The
certificate must be returned to the Office of the Secretary of State for
final dissolution by the organization.
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Where to Get Forms
• INTERNET: www.ftb.ca.gov

• MAIL: Tax Forms Request Unit
Franchise Tax Board
PO Box 307
Rancho Cordova Ca  95741-0307

• TELEPHONE: within  U.S. (800) 338-0505
outside U.S. (916) 845-6600 (not toll-free)

The following are Interactive Voice Response systems.  When
prompted, select “Corporation Income Tax Form Requests” and enter
the appropriate three-digit code for the desired form.  The codes and
forms commonly used by exempt organizations are shown below.

Code Form Title

817 Form 100 Corporation Franchise or Income Tax
Return Booklet

814 Form 109 Exempt Organization Business
Income Tax Return

815 Form 199 Exempt Organization Annual
Information Return

802 FTB 3500 Exemption Application

832 FTB 3555A Request for Tax Clearance – Exempt
Organizations

800 Pub. 1028 Guidelines for Homeowners’ Associations

820 Pub. 1068 Exempt Organizations Requirements for
Filing Returns and Paying Filing Fees

801 Pub. 1075 Exempt Organizations – Guide for
Political Organizations
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